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Dear Mr. Newsome,

On behalf of EcoSecurities, a world leader in international and domestic carbon offset origination,
development, and trading, thank you for the opportunity to respond.to the Federal Trade Commission’s
(FTC) regulatory review of the Guides for the Use of Environmental Marketing Claims (“Green Guides”)
(16 CFR Part 260). Drawing upon our experience in the international compliance carbon markets and
domestic voluntary market, as well as the well-respected-work our consulting group has done to provide
consumers with information on retail carbon offset providers; we are pleased to respond to your request
for comments on advertising claims associated with carbon offsets and the use of Renewable Energy
Certificates (RECs). We have chosen to respond specifically to the questions'(indicated with italics)
outlined in the Federal Register, Vol. 72, No. 227, pg. 66097.

The market for carbon is a new one, and is still in the process of defining itself in the face of
increasing awareness of climate change and its impacts. Decisions made today have the potential to
shape the market for years to come, and it is crucial that any actions taken are taken in light of _
safeguarding its integrity, credibility, and effectiveness. Acknowledging this, we at EcoSecurities are
grateful for the attention that the FTC has brought to this issue, and we appreciate the opportunity to
contribute to what we hope is an ongoing, productive dialogue on the issue of voluntary markets for
carbon offsets and RECs.
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Friday, January 25, 2008

(1) What express claims are sellers making for carbon offsets and RECs?

The growing trend of promoting RECs as carbon offsets—and thereby allowing buyers to
use RECs to advance claims of carbon neutrality—is perhaps the most consequential issue
facing the voluntary carbon offset and REC markets today. The financial motivation for this trend
is clear: while high quality carbon offset prices have increased, REC prices have decreased
concurrent with growth and proliferation of renewable energy supplies. The dangers are also
clear: since RECs have no requirements for additionality’ (and since proving additionality can
require significant expenditures of time and money), RECs can generally be sold more cheaply
than carbon offsets. Subsequently, price-conscious consumers who are unaware of this key
difference may erroneously gravitate toward RECs to offset their emissions.?

A popular rationalization for the marketing of RECs as carbon offsets is that the use of
renewable energy reduces electricity use, and thus greenhouse gas emissions, from
conventional power plants. For example, TerraPass states that its wind farm projects “[displace]
electricity generated by conventional sources such as coal and natural gas,” while 3 Phases
Renewables asserts that “REC purchases can ... be used for carbon offsets by replacing
polluting energy sources with clean, non-polluting ones.™

Also popular is the assertion that RECs help fund the expansion of new renewable
generation facilities. Carbonfund.org states that using RECs as offsets “helps increase the
demand for renewable energy,” while ClimateSAVE maintains that its REC products “help
finance th6e renewable energy generators and support the construction of new renewable energy
facilities.”

What claims, if any, are implied by that advertising? How do consumers interpret these claims?
Please provide any supporting evidence.

The aforementioned advertising statements essentially equate RECs with offsets by
implying that RECs represent a quantifiable reduction in emissions, and therefore that

! Greenhouse gas emission reduction (or sequestration) activities are “additional” if they occurred because of the presence of
incentives associated with the existence of GHG markets, voluntary or mandatory. A variety of stakeholders have proposed many
different additionality “tests,” but at its root, demonstrating additionality means showing that the reduction or sequestration is not
“business as usual,” or baseline.

2 Gillenwater, Michael. Redefining RECs (Part 1): Untangling Attributes and Offsets. Princeton, NJ: Princeton University Science,
Technology, and Environmental Policy Program, 2007; Appendix A, pg 14.

*'TerraPass Project Tour: Clean Energy.” TerraPass. 16 January 2008 <http://www.terrapass.com/projects/clean-energy.html>.
*“Services: RECs — The Easiest Way to Go Green.” 3 Phases Renewables. 16 January 2008
<http://www.3phasesrenewables.com/recs.html>.

®“Renewable Energy.” Carbonfund.org. 16 January 2008 <http://www.carbonfund.org>. Path: Our Projects; Renewable Energy.
¢ “Welcome to ClimateSAVE.” ClimateSAVE. 16 January 2008 <http://www.climatesave.com/>.
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consumers can effectively neutralize emissions through their purchase and retirement.
Arguments such as these also lead consumers to believe that their purchase of RECs is an
integral factor in the development of new renewable resources.” There are significant flaws in
both assertions, which will be elaborated upon shortly.

Consumers reasonably interpret the aforementioned claims to mean that a REC is
equivalent in nature to a carbon offset, containing the same emission reduction attributes,
subject to the same guidelines and parameters, and having been evaluated against the same
rigorous standards. An excellent example of such an interpretation by a purchaser of RECs for
carbon neutrality can be found on the website of the investment firm Calvert, where they state
that th8e carbon offsets they purchase are “also called renewable energy certificates and 'green
tags.”

What evidence constitutes a reasonable basis to support these claims? What challenges do
offset and REC sellers face in substantiating their claims? Is there evidence that any claims in
the current marketplace are unsubstantiated or otherwise deceptive?

In order to support the claim that RECs and offsets are equivalent, evidence would have
to clearly show that a REC represents the same environmental benefits as a carbon offset.
However, there is not even a universal definition of a REC and its associated environmental
attributes from which to begin. From state to state, standard to standard, and broker to broker,
RECs range in inclusivity of their definition, from a simple representation of renewable energy
generation on one end, to the inclusion of all associated environmental attributes including GHG,
criteria, and toxic pollutant reductions at the other.? Proving that RECs and offsets are equivalent
is therefore clearly difficult given the diversity of REC definitions that exist.

In addition, carbon offsets are subject to a methodological process that involves
estimating the emissions baseline (what would have happened in the absence of the project),
and then calculating the difference in emissions between this “no-project” scenario and a
scenario that takes the offset project into account. This process is key to proving the
additionality of an offset project, as was described earlier. RECs face no such requirement.

Despite these differences, REC sellers maintain that REC purchases lead to emission
reductions as a result of the substitution of renewable resources for fossil fuel power generation.
This argument, however, is not as straightforward as it may seem. This is because the actual
CO; reductions associated with a 1MWh reduction in grid power can vary considerably

" TerraPass provides another excellent example of this practice when it states on its website that “because it's clean and doesn't
require fossil fuels, many forces have come together to produce a healthy wind industry in the United States. These forces include
federal tax incentives, state laws requiring renewable power sources, and a unique revenue stream for clean power generators
called "Renewable Energy Certificates." This revenue stream comes from people like TerraPass customers who value the
environmental benefits of clean power. Taken together, these forces help make wind farms a more attractive investment for power
companies, utilities, and wind entrepreneurs. Attractive investments mean more wind farms, and we support that. Power to the
people!l” “TerraPass Project Tour: Clean Energy.” TerraPass. 16 January 2008 <http://www.terrapass.com/projects/clean-
energy.htmi>.

8 «Calvert Goes Carbon-Neutral, So Can You.” Calvert Online. 16 January 2008 <http://www.calvert.com/climate.html>. Path: Turning
Up the Heat on Climate Change: 2007 Edition; Calvert Goes Carbon-Neutral, So Can You.

9 Gillenwater, Michael. Redefining RECs (Part 1): Untangling Attributes and Offsets. Princeton, NJ: Princeton University Science,
Technology, and Environmental Policy Program, 2007; Appendix A, pgs 1-3.
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depending on where exactly the reduction occurs. This variability is due to the heterogeneous
nature of the energy mix across different regions in the United States, with the pounds of COe
emitted per MWh ranging from as little as 6.9 (Vermont) to as high as 3,614.3 (Washington,
DC)."® Because there are no universal standards requiring REC providers to calculate the exact
guantity of GHG emissions displaced by 1MWh of renewable energy, sellers can apply an
average grid factor that may not accurately reflect the actual emissions reduced. In sharp
contrast, offsets are subject to rigorous accounting procedures intended to accurately and
conservatively quantify their emission reductions. Unfortunately, little effort has been made to
clarify this important distinction between RECs and offsets. As such, marketing RECs and
offsets as interchangeable, without acknowledging the substantial differences in the standards to
which the two products must adhere, can be misleading.

Another justification for marketing RECs as offsets is the notion that RECs provide a
significant financial incentive for the construction of new renewable generation facilities across
the board. In other words, consumers are led to believe that the expansion of renewable energy
in the United States would be curtailed in the absence of REC sales. However, REC revenue
often accrues to pre-existing facilities for which those proceeds played little or no effective role in
the initial investment decision.’* This discrepancy between what consumers believe they are
supporting, and the actual use of their dollars, highlights the crucial role that the concept of
“additionality” (mentioned above and discussed in greater depth in Question 7) plays with
regards to offsets. Additionality is undoubtedly the most material difference between carbon
offsets and RECs: projects that yield carbon offsets have to demonstrate they are additional (see
earlier footnote for definition) through the use of tests that evaluate whether a project would have
happened in the absence of the carbon market. RECs, in contrast, are subject to no comparable
additionality testing requirements, and require no reference to whether or not the REC market
was instrumental in the development of the project. As a result, the claim made by sellers that
RECs provide a major incentive for the creation of renewable energy facilities is simply untrue in
the majority of cases', and consumers could rightly feel deceived by such overstatements.

(2) What express claims are companies making for their products and services based on their
purchase of carbon offsets or RECs (e.g., “our product is made with renewable energy”)?

Various claims are currently being made by companies that buy RECs:

* REI Adventures declares that, by using Green Tags, it “offsets 100% of the
climate-altering carbon emissions generated by all aspects of our trips, including
participant airline travel.”?

» Ford Motors provides its drivers various packages that would “directly counteract
100% of [their] car's carbon dioxide emissions today, no matter what [they]
drive.”*

0 «eGRID.” US Environmental Protection Agency. 15 January 2008 <http://www.epa.gov/cleanenergy/egrid/index.htm>.

* Gillenwater, Michael. Redefining RECs (Part 1): Untangling Attributes and Offsets. Princeton, NJ: Princeton University Science,
Technology, and Environmental Policy Program, 2007; Appendix A, pg 9.

2 There are some important exceptions, specifically with regards to certain kinds of renewable energy

'3 “RE| Adventures.” REL 16 January 2008 <http://www.rei.com/adventures>.
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* Whole Foods uses wind energy to “offset 100% of the electricity used in all of
[their] stores, facilities, bakehouses, distribution centers, regional offices and
national headquarters in the United States and Canada.”™®

* Aspen Skiing Company claims that its REC purchases “offset 100 percent of its
electricity use."*°

What claims, if any, are implied by that advertising?

Two distinct types of claims are represented in the examples above: Type 1, exemplified
by REI Adventures and Ford, asserts that all emissions, ho matter their source, can effectively
be offset by RECs. Type 2, made by Whole Foods and Aspen Skiing Company, is that RECs
can be used to offset only those emissions that are specifically associated with their electricity
consumption.

How do consumers interpret these claims? Please provide any supporting evidence.

Consumers can be reasonably expected to interpret “Type 1" clams (i.e. those made by
companies such as REI and Ford above) to mean that products or services being “offset” by
RECs do not, on balance, contribute to the stock of greenhouse gases in the atmosphere.

What evidence constitutes a reasonable basis to support these claims? Is there evidence that
any claims in the current marketplace are unsubstantiated or otherwise deceptive?

As explained earlier in response to Question 1, RECs are an inappropriate substitute for
offsets and cannot be said to neutralize emissions in the way that Type 1 claims imply.
However, RECs can play an important role in a company’s progress toward carbon neutrality if
used to substantiate a “Type 2" claim. As exemplified by Whole Foods and Aspen Skiing
Company, REC purchases can legitimately be used to offset the emissions associated with
electricity use.

The following example, taken from the upcoming update to EcoSystem Marketplace’s
Voluntary Carbon Markets, illustrates how RECs and offsets can function as complements in
meeting a common goal of reducing a consumer’s carbon footprint:

Assume that Company Y has the following characteristics:

“ “TerraPass in Partnership with Ford Motor Company: Frequently Asked Questions.” TerraPass. 16 January 2008
<http://www.terrapass.com/ford/learnmore.html>.

!5 “How Green Are We?" Whole Foods Market. 16 January 2008
<http://www.wholefoodsmarket.com/issues/greenaction/greenmission.html>.

16 “Aspen Skiing Company Makes Largest Purchase Of Wind Energy Certificates In The U.S. Ski Industry.” Aspen Snowmass: The
Power of Four. 16 January 2008 <http://www.aspensnowmass.com/environment/programs/Wind_Press_Release.pdf>.
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* Its Scope 1 (direct) emissions total 50,000 tons of CO.e from on-site energy
production and other industrial emissions."’

» Its Scope 2 (electricity indirect) emissions total 100,000 tons based on electricity
purchases of 100,000 MWh/year in a coal-dominated electricity grid, with CO,
emissions of approximately 1 ton per MWh.

* Its Scope 3 (other indirect) emissions inventory is limited to employee travel and
commuting, and totals 20,000 tons of CO..

There are many ways Company Y could actively reduce its carbon footprint, including on-
site energy efficiency and renewable energy. To effectively neutralize its remaining footprint,
Company Y has the following options with respect to REC and GHG offset purchases:

1. Purchase 170,000 tons of GHG offsets because the company’s GHG inventory totals
170,000 tons of COe. This would, in principle, render Company Y carbon neutral.

OR

2. Purchase 100,000 RECs (a 1:1 ratio to its electricity consumption) to cover the emissions
associated with indirect electricity consumption, bringing Company Y’s remaining GHG
inventory total to 70,000 tons instead of 170,000 tons (since the company would have an
emissions-free Scope 2). Then purchase 70,000 tons of GHG offsets to render
Company Y’s remaining emissions carbon neutral.

In this example, purchasing more RECs (beyond a 1:1 ratio with electricity consumption)
does not further reduce the company’s emissions inventory. The company’s Scope 2 inventory
can be zero if the electricity being purchased has zero emissions; it cannot go negative. Also, in
purchasing 100,000 RECs, Company Y should not claim to have avoided 100,000 tons of fossil
fuel emissions. This is because it is effectively impossible to prove that at least some of these
emissions would not still occur through the displacement of the fossil-fuelled electricity to
another consumer. The company should simply claim credit for having purchased emissions-
free electricity, thus rendering its Scope 2 emissions zero.

It is important to note that this approach differs from the way RECs are handled by most
inventory protocols. These protocols usually call for the quantification of an emissions footprint
for Scope 2 electricity (based on regional CO, intensity), followed by the quantification of the
emissions reduction for the RECs (based on a regional CO; intensity). The latter is then
subtracted from the former to generate Scope 2 emissions. This approach was designed to
prevent companies with operations around the country from cherry-picking where to apply their
RECs (i.e., only facilities in coal-dominated regions). The main problem with this approach is
that once RECs are characterized in CO, terms, it is almost impossible to prevent companies

v Scope 1 = on-site (direct) GHG emissions; Scope 2 = off-site (indirect) energy-based emissions (e.g., electricity use); Scope 3 =
(other indirect) employee, upstream and downstream GHG emissions.
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from arguing that a purchase of RECs displaces or offsets CO,. Such an assertion is misleading
and only serves to discredit voluntary and compliance carbon markets.

As evidenced here, so long as RECs and carbon offsets are kept separate in their
functions, they can peacefully coexist and effectively advance claims of carbon neutrality.
Confusing the two products, however, only serves to undercut the legitimacy and efficiency of
the voluntary carbon market, and furthermore, confuses consumers regarding the real
environmental benefits of each commodity respectively.

(7) What is the relationship between the concept of “additionality” in carbon offset markets and
the FTC'’s standard for deception under the FTC Act?

In order for an offset to serve its purpose in neutralizing emissions, the incentives
provided by the carbon market must be a decisive factor in the development of the project that
creates that offset in the first place. This concept is referred to as additionality, and — as noted in
the report A Consumer’'s Guide to Retail Carbon Offset Providers, authored by EcoSecurities’
staff — is “relatively easy to understand, but vexingly difficult to translate into practice.”® A large
part of this difficulty lies in the fact that it is often impossible to definitively establish a
counterfactual (i.e., the decisions a project developer would have made under different
circumstances), which in turn forces the offset certification process to rely on the second-best
solution: tests that evaluate whether or not a project is beyond business-as-usual. These
additionality tests must strike a balance between the number of probable “false positives” (i.e.,
projects that are wrongly certified as additional) and the number of probable “false negatives”
(i.e., projects that are wrongly rejected as non-additional), factors that ultimately determine the
quantity and quality of offsets supplied to the voluntary market.*®

Additionality is clearly integral to the voluntary carbon market—it is no exaggeration to
say that the legitimacy of offsets is premised on their additionality. This makes it all the more
troubling when RECs are advertised as offset equivalents, as additionality requirements for
RECs are virtually non-existent (and what few standards there are treat REC additionality so
weakly as to be ineffectual for all intents and purposes). The assertion that RECs are as good a
tool as offsets for balancing one’s carbon emissions is therefore deceptive, since RECs cannot
guarantee that their associated environmental benefits would not have occurred in the absence
of a greenhouse gas market. Indeed, most of the projects that receive REC funding are
renewable technologies that have motivations apart from the REC market—government
subsidies or low cost of production, for example—that are usually sufficient to warrant a decision
to invest in the creation of that renewable facility. In other words, the additional income
represented by the sale of RECs is often not a decisive factor in the development of these
projects, and they would have gone forward even in the absence of REC funding. The RECs
that result from such projects are thus not additional, and by definition cannot act to offset
another entity’s emissions. An excellent example is wind energy, which in 2005 accounted for

'8 Trexler, Mark. A Consumer’s Guide to Retail Carbon Offset Providers. Portsmouth, NH: Clean Air-Cool Planet, 2006; pg. 4.
'® Trexler, Mark; Broekhoff, Derik; Kosloff, Laura. “A Statistically-Driven Approach to Offset-Based GHG Additionality Determinations:
What Can We Learn?” Sustainable Development Law & Policy VI (2006), pgs. 32-35.
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55% of the energy sold as RECs.”® Wind projects are eligible for Production Tax Credits (PTCs)
of $19/MWh and a 30% Investment Tax Credit** (incentives that actually have a much higher
pre-tax equivalent value due to the fact that they directly reduce the amount of federal income
tax paid)®?, and their operating costs are minimal. These incentives provide ample motivation for
the development of new wind facilities even without funding from the carbon market. Solar
photovoltaic on the other hand—one of the few renewable technologies that might actually
benefit from REC funding (on account of its prohibitively high start-up costs which largely defeat
even the benefits of the PTC)—makes up only 1% of the energy sold as RECs.”®> When
overwhelmingly non-additional projects (such as a surplus of wind) make up the majority of the
REC market, while projects more likely to be additional (such as solar) struggle in the margins,
the resulting commodity cannot be considered a credible equivalent to a carbon offset. Any
claim to the contrary is misleading and damaging to the greenhouse gas market as a whole.

Despite the manifest differences between the two products, RECs are still being
marketed to consumers as if they were governed by the same standards that regulate offsets.
Unfortunately, consumers have no way of evaluating the quality of the product that they
purchase: they must take the word of the seller that their purchase supports emission reductions
through the development of new renewable energy resources. This makes transparency and
disclosure all the more important, and makes statements that REC purchases “finance the
renewable energy generators and support the construction of new renewable energy facilities™*
and that RECs replace “polluting energy sources with clean, non-polluting ones™ all the more
misleading. It is because of assertions like these that consumers wishing to offset their carbon
emissions are led to invest in a product that does not necessarily live up to such claims.

(9) Please identify the third-party and self-regulatory programs that address consumer
protection issues in the carbon offset and REC markets. Please explain how the programs
address these issues and whether they are effective.

Numerous carbon standards exist in the voluntary market that aim to provide credible
quality assurance and standardization for carbon offsets. In response to the increasing
skepticism regarding the use of RECs as offsets, the renewable energy community has begun to
develop their own methods for establishing the additionality of renewable energy projects and

2 Bird, Lori and Swezey, Blair. Green Power Marketing in the United States: A Status Report. Golden, CO: National Renewable
Energy Laboratory, US Department of Energy, 2006; pg. 18.

2 Energy Information Administration, Assumptions to the Annual Energy Outlook 2007, Washington, DC: Energy Information
Administration, 2007; pg. 146.

2 Because the PTC directly reduces the amount of Federal income taxes paid, it should be thought of as providing $19/MWh of
after-tax income (in 2007 dollars). The amount of pre-tax income required to yield $19/MWh of after-tax income is $19/(1-marginal
tax rate), or $29.3/MWh (assuming a 35% marginal income tax rate).

Wiser, Ryan; Bolinger, Mark; and Barbose, Galen. Using the Federal Production Tax Credit to Build a Durable Market for Wind
Power in the United States. : Berkeley, CA: Ernest Orlando Lawrence Berkeley National Laboratory, 2007

% Bird, Lori and Swezey, Blair. Green Power Marketing in the United States: A Status Report. Golden, CO: National Renewable
Energy Laboratory, US Department of Energy, 2006; pg. 18.

24 mpelcome to ClimateSAVE.” ClimateSAVE. 16 January 2008 <http://www.climatesave.com>.

% «gervices: RECs — The Easiest Way to Go Green.” 3 Phases Renewables. 16 January 2008
<http://www.3phasesrenewables.com/recs.html>.
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RECs,? most notably through the recent Green-e Climate Protocol for Renewable Energy. We
have chosen to focus exclusively on this Protocol in our response to this question.

Additionality

For GHG emissions reductions to be “additional,” they must be attributable to the
existence of the carbon market in one way or another. While there is no perfect test for
additionality, one must at least ask the question of how effective a given test or set of tests will
be in limiting the number of “false positive” reductions allowed into the credit pool. The Green-e
Climate Protocol for Renewable Energy (Protocol) addresses this concept via three required
additionality tests: the Performance and Technology Test, the Timing Test, and the Legal and
Regulatory Test. Unfortunately, it appears likely that the application of these tests would fail to
weed out any but the most blatant of business-as-usual REC projects.

The Performance Test relies on the assumption that renewable energy projects that
exceed the specified benchmark do so because of incentives provided by the offset market.
Unfortunately, the Protocol’'s Performance Test requirement that facilities “perform in the top
bracket of U.S. electric power sector for electricity generation facility GHG emission rates™’ |
useless as a measure of additionality. Because renewable energy facilities produce no
emissions, they would be in this top bracket regardless of the role of the offset market in bringing
renewable energy projects to pass. Similarly, the Technology Test is based on the idea that the
offset market serves as a decisive factor in the decision to use a certain technology in a
particular region. Many of the renewable energy technologies cited in Green-‘s eligibility list,
however, are already widely developed within the United States, and are increasingly deployed
as part of standard business practices or as a result of other dominant incentives. Costs of
production are low enough and tax incentives are great enough for it to be an attractive
investment even without REC revenue. Under these circumstances the sale of RECs as offsets
is likely to represent only a marginal production subsidy rather than an active factor in a project’s
implementation. For the Performance and Technology Test to be effective as an additionality
screen one must have confidence that the test is distinguishing between projects and reductions
that are likely to occur regardless, and those that can be incentivized in some way by the carbon
market. The list of eligible technologies and the performance benchmark has to be further
refined so as to weed out those projects for which the REC market plays little role in investor
decision-making.

S

The Timing Test subsequently has marginal value as indicator of additionality for
renewable energy projects without a stronger application of the Performance and Technology
Test. Many business-as-usual projects have start dates later than the Protocol’s deadline of
January 1, 2005. With the Performance and Technology Test so weakly applied in the proposed
Protocol, however, there is no guarantee that qualified reductions would be additional. The
Legal and Regulatory Test faces similar problems, as non-additional projects can easily be
undertaken for reasons unrelated to legal or regulatory mandates. It is important to
acknowledge that these four tests, when applied appropriately and in coordination with one
another, can help demonstrate additionality of carbon offset projects, and could even be tailored

% Elgin, Ben. “Little Green Lies :The Sweet Notion That Making a Company Environmentally Friendly Can Be Not Just Cost-Effective
But Profitable Is Going Up in Smoke. Meet the Man Wielding the Torch.” Business Week Nov. 2007: 44.

" Green-e Climate. The Green-e Climate Protocol for Renewable Energy (Version 1.0). San Francisco, CA: Center for Resources
Solutions, 2007; pg 2.
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to do so for some REC projects. However, without a stronger application of the Performance and
Technology Test (or the addition of further criteria, such as the Investment or Barriers Tests)
both the Timing and the Legal and Regulatory Tests are insufficient to confidently establish the
additionality of GHG reductions as a result of renewable energy projects. Consequently, it is
probable that a significant number of business-as-usual renewable energy projects would
ultimately be certified by the Protocol, which in turn calls into question the worth of such an
endorsement. What's more, since these projects do not rely on the offset market to move
forward, they will be able to offer their reductions at a lower price, which will depress voluntary
carbon market prices. Those truly additional projects that need new revenue sources to move
forward—and that are therefore more costly on a per-ton basis—will not be able to compete in
such a market. Ultimately, this would serve to preference non-additional credits at the expense
of real, additional ones.

Double Counting and Ownership

Understanding the ownership debate as it pertains to RECs requires an understanding of
direct and indirect emissions. Direct emissions are those that come from sources owned or
controlled by the renewable energy generating facility. Indirect emissions, on the other hand,
are those that happen as a consequence of the activities of the renewable energy generating
facility but that physically occur at sources owned or controlled by another company (usually a
conventional fossil fuel generator). The fundamental question related to double counting and
ownership is who ultimately can claim the reductions from these indirect emissions. A
renewable energy facility might reasonably assert responsibility for associated reductions, but it
is very hard to see how they could convincingly assert ownership. Unless utility baselines are
adjusted for some reductions, there is no way to avoid the issue of double counting. It may or
may not be a significant problem in a voluntary system, but it is virtually inevitable. Ultimately,
however, the Green-e Protocol’s safeguards in this area are underdeveloped, as evidenced by
the fact that there is no clear way to establish whether the renewable energy facility or the fossil
fuel generator has ownership of emission reductions.

It is clear that additionality and double-counting standards are necessary for the creation
of a reliable, credible greenhouse gas market. What's more, allowing RECs to be fungible with
carbon offsets drastically increases the potential for market failure: as the carbon market grows
in value and public scrutiny increases, the acceptance of such a non-additional, hazily-defined
commodity will have to be justified, and the clear lack of quality-ensuring standards for RECs
has the potential to call into question the validity of the GHG market as a whole. Consumers
must have confidence that the products that they buy function as advertised—that their
purchased emission reductions actually work to mitigate climate change—and such assurance
for RECs is currently lacking. The backlash from this could provoke general uncertainty toward
environmental commodities in general, and even lead to widespread disenchantment regarding
the use of market mechanisms as a tool for combating climate change.
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